ABSTRACT
INTRODUCTION
n estimated 50 percent of the South African population lives in rural areas eking out a living as smallholder farmers and about 72 percent of these people are considered poor (South Africa, Department of Transport, 2007) . The economic success of these smallholder farmers depends on, among others, access to finance and ability to employ sound business management principles. The strategic importance of the small to medium size enterprise (SME) sector, in general, and the smallholder farming sector, in particular, has ushered in a growing interest in research on credit risk management in agriculture among other topics (Bandyopandhyay, 2007: 3) .
South African agriculture is of a highly dualistic nature where a developed commercial sector co-exists with large numbers of subsistence 1 (communal) farms. According to Sandrey and Vink (2008: 220) , South African commercial farmers have historically been relatively well-advanced in terms of technology, although quite dependent on imported technology, whether through imported machinery and/or agrochemicals, or under license, as is the case for genetically modified (GM) seed. On the other hand, subsistence farms have been less endowed in terms of technology. Prior to 1994, black farmers did not benefit from state support while white farmers were supported by legislation and subsidy. The result was that black farmers tilled small areas of land, with insufficient investment or institutional support (Oettle et al., 1998: 6) .
In light of the foregoing, it has been observed that South Africa needs to ensure a healthy agricultural industry that contributes to the country's gross domestic product (GDP), food security, social welfare, job creation and ecotourism, while adding value to raw materials (World Wide Fund for Nature, undated). Smallholder agriculture is increasingly seen to be playing an important role in the economies of many countries. Globally, most governments focus on the smallholder farming sector to enhance economic growth. This is particularly so because the smallholder farming sector is a component of the broader SME sector which is considered to be providing economic growth prospects to most emerging economies (Akhavein et al., 2004: 245) . Agriculture is the foundation of developing economies, including South Africa, whose population is growing at almost 2 percent per year. The population of 49 million in 2009 is expected to grow to 82 million by the year 2035. Food production or imports must more than double to feed the expanding population (World Wide Fund for Nature, undated). While it is necessary for all stakeholders to improve food production by smallholders, financing is observed to be a deterrent to the productivity of this sector.
South Africa has a developed banking sector that is comparable to those of developed countries (South African Reserve Bank, 2010). However, the smallholder farming sector has experienced slow growth in credit supply compared to other sectors of the economy. This is in spite of the strategic importance of the smallholder farmers in contributing to the reduction of unemployment, hunger and food insecurity. According to Olawale and Garwe (2010: 729) , financial constraints are the principal obstacle to the growth of new SMEs. As Coetzee et al. (2002: 2) noted, agricultural finance in South Africa stands at the crossroads. They observed that both commercial banks and the Land Bank are no longer directing their financing activities toward smallholder farmers as much as they used to. This paper contributes to the literature by tracking the supply of bank credit to smallholder farmers from 1986 to 2009. The aim of the paper is to determine whether smallholder farmers have sufficient access to bank credit required to support their production. Previous studies have attempted to explain the reasons for the poor performance of the smallholder farming sector (Mudhara, 2010: 4, and Fanadzo et al., 2010: 3515) . However, while some studies acknowledged lack of access to finance as one of the reasons, none has particularly investigated the actual trends in the amount of credit channeled to smallholder farmers. Using time series data, this paper analyzes and reveals the state of financial support extended to smallholder farmers by South African banks and compares it with that offered to the large commercial sector and the non-farm domestic private sector. The results of the analysis validate assertions by Atkinson (2006: 378) that agricultural support has not received even remotely comparable funding. Atkinson (2006: 378) argues that with adequate funding, agricultural farming may do well.
LITERATURE REVIEW
Previous research has shown the significance of SMEs to foster growth prospects for both developed and developing economies. According to Beck and Demirguc-Kunt (2006: 2932), 'efforts targeted at the SME sector are often based on the premises that SMEs are the engine of growth, but market imperfections and institutional weaknesses impede their growth'. Challenges faced by non-farm SMEs are similar to those of smallholder farmers. While smallholder farmers are generally viewed as belonging to the SMEs category, a universally acceptable definition of a smallholder farmer has been contentious. South African agriculture consists of mainly two categories of farmers -subsistence (mainly rural areas) and large-scale commercial 2 . According to Kirsten and Van Zyl (1998: 561) and Fanadzo et al. (2010: 3515) , 'small-scale' in South Africa is often equated with backward, non-productive, non-commercial, subsistence agriculture that is found in rural areas. On the other hand, white farmers are generally perceived to be large-scale commercial farmers, who are modern and efficient, using advanced technology. Kirsten and Van Zyl (1998: 561) argue that these generalizations are a misrepresentation of the facts. They state that almost 25 percent of all farms in the 'white' commercial sector cover a land area smaller than 200 hectares and almost 5 percent are less than 10 hectares in size. While these farms are small, they are considered to be 'commercial' and large scale, although they should be correctly classified as smallholder farmers. Kirsten and Van Zyl (1998: 564) conclude by defining a small farmer as 'one whose scale of operation is too small to attract the provision of the services he/she needs to be able to significantly increase his/her productivity'. The difficulty in defining the term 'smallholder' is aptly articulated by Lahiff It is clear from the above definition that in the South African context, a smallholder farmer is viewed as a low-value producer. Smallholder farmers are constrained in one way or the other, such that seasonal output is compromised due to limited resources. This is unlike their commercial farmer counterpart who is seen as having sufficient resources to carry out farming business profitably. Smallholder farmers are categorized under SMEs due to their small size and scope of operation. For the purpose of this paper, a smallholder farmer is a farmer whose operations are classified as such by the Department of Agriculture, Forestry and Fisheries and classified as an SME by the Department of Trade and Industry.
Before 1994, the agricultural sector was characterized by the division between poor black smallholder farmers and the white large commercial farmers (Oettle et al., 1998) . Typically, the legislative framework (the Native Authorities Act of 1951 and the Promotion of Bantu Self-Government Act No 46 of 1959) made it difficult for smallholder farmers producing from poorly-resourced rural areas to produce good yields competitively. Oettle et al. (1998: 6) argue that the 'highly dualistic' agricultural sector deliberately supported the white-dominated largescale farming, which received subsidized interest rates, unlike the smallholder farmers. This increased the availability of cheap credit and an increase in the appetite for credit by large-scale farmers. Since 1994, when the new constitution under the Government of National Unity was adopted, efforts were directed towards redressing the historical disequilibrium in the allocation of state resources to the development of agriculture across races (Coetzee et al., 2002) .
The absence of finance to fund operations, acquire capital goods and meet working capital requirements has arguably been the largest challenge for most smallholder farmers in South Africa. In their study of the Wild Coast spatial development initiative (SDI) for small businesses in tourism and agriculture, Mitchell et al. (2008: 129) found that fewer households had bank loans in 2004 than in 1997. Instead, more households were taking loans from loan sharks rather than from banks. The Wild Coast SDI is located in the Eastern Cape, the second-poorest province in South Africa. These results are consistent with those of Varghese (2005: 318) who posits that moneylenders are the most prevalent informal lenders in India and in many developing countries because they have more information on smallholder farmers than banks do. He argues that some of the reasons why banks lend less to farmers are high borrower monitoring costs, a lack of collateral, and information constraints. Due to these problems, banks employ dynamic incentives, for example, not re-lending to defaulting borrowers. On the contrary, borrowers desire continuing access to bank loans. Those who default may do so due to a number of uncertainties that characterize the agricultural environment.
Results of Wynne and Lyne's (2003) study on poultry farmers in KwaZulu-Natal, a province of South Africa, indicate that enterprise growth rate is constrained by poor access to credit, high transaction costs and unreliable local markets. These results concur with those of an earlier study by Kalinda et al. (1998: 598) that suggest that agricultural credit is recognized as one of the means by which small-scale farmers can increase their capital base. They argue that government's dominance as a major credit source is largely a reflection of the reluctance of private financial institutions to invest in rural markets and agricultural production.
Availability of credit is important if inputs of good quality are to be available to farmers, especially smallscale producers (Kalinda et al., 1998: 590) . Inputs such as improved seed, agrochemicals, and fertilizer require capital in the form of short-term credit. Available credit is often captured by larger producers while the poorer farmers may have little or no access to it because of institutional barriers. Poor farmers often have difficulty obtaining credit and financial institutions are typically biased against smallholders, particularly women farmers. This conclusion is firmly supported by Ani et al. (2009: 47) in their study of the contribution made by women to the production of groundnuts in Nigeria. They suggest that agricultural credit policy should be formulated to make credit facilities more accessible to women. Balcombe et al. (2008 Balcombe et al. ( : 1924 , identified technical efficiency as an important factor in closing the rice yield gap in Bangladesh. Using the Data Envelope Analysis (DEA) double bootstrap as done by Simar and Wilson (2007: 33) to estimate and explain technical efficiency, they identified factors that enhance technical efficiency as being education, extension services, owner-operated farms, and bigger farms. This view is confirmed by Das et al. (2009: 76) who assert that there are three main factors that contribute to agricultural growth -agricultural inputs, technological change, and technical efficiency. The presence of these factors in the determination of agricultural http://www.cluteinstitute.com/ © 2012 The Clute Institute output complicates the attempt to link agricultural output and the availability of bank credit per se. However, what is clear is that funding for all these factors is required in one form or another.
METHODOLOGY
We use time series data from 1986 to 2009 to examine bivariate data sets. The data are collected from the South African Reserve Bank (SARB), Statistics South Africa, and the Department of Agriculture, Forestry and Fisheries and are shown in Annexure A. The data series collected goes back to 1986 only because that is the year in which international economic sanctions were imposed on South Africa in relation to its apartheid policies and it was assumed that credit constraints began to be more onerous to marginalized sectors, such as the SME. In fact, following the imposition of sanctions, South Africa declared a debt standstill; i.e., repayment of foreign debt was suspended and foreign credit lines were suspended as a consequence. This observation is supported by Coetzee et al. (2002: 2) who posit that 'after 1985 a steady decline in real total farm debt occurred'. This was attributed to the decline in subsidies and a strict credit repayment programme followed by lenders.
Information on commercial bank credit to smallholder farmers could not be obtained because it does not form part of mandatory returns by banks to SARB. It was also not easy to access credit data directly from commercial banks, as they tend to be secretive about their practices in this regard. According to FinMark Trust . For the purposes of this study, credit from these sources is considered to be entirely destined for smallholder farmers 3 .
The paper acknowledges the government initiatives to reform the agricultural sector over the years. Such initiatives include the creation of the Land Bank whose mandate is to channel credit to both small and large farmers. Following poor corporate governance at the Land Bank (mismanagement, fraud and corruption), this mandate has not been carried out efficiently (Land Bank, 2010: 3). Consequently, the supply of credit to agriculture has declined significantly. It has almost dried up for smallholder farmers and is therefore not included in the computation of total credit to smallholders. This assessment is similar to that of Lahiff and Cousins (2005: 128) who argue that, like the Department of Agriculture, Forestry and Fisheries, the Land Bank has ignored targets for the inclusion of marginalized groups, but rather directed its support to 'emerging' farmers with access to credit. Data for total credit extended to the non-farm private sector and GDP are obtained from the Statistics South Africa database. Data collected for total domestic credit to private sector excludes credit to both central and local governments, but includes households. The data were used for conducting a cross-sectional comparative analysis. The purpose of the comparative analysis is to determine the amount of credit extended to smallholder farmers as a proportion of total private sector credit, commercial farmers, and GDP. Finally, total farm debt includes debt provided by the Land Bank, commercial banks, agricultural cooperatives, Department of Agriculture, Forestry and Fisheries, other financial institutions, private persons, and other debt (South Africa, Department of Agriculture, Forestry and Fisheries, Agricultural Statistics, 2011: 87). The Consumer Price Index (CPI) data used for this purpose were obtained from the SARB database. Farm debt figures are deflated by the index of all farming requisites to eliminate the effect of inflation. This approach was also applied by Coetzee et al. (2002: 3) . The data sources used for this article are public data domains. The risk of using discrepant and biased data is thus mitigated. We use trend analysis to evaluate trends of credit provision to the farming sector for the period 1986 to 2009. To facilitate analysis and interpretation, the data cleaning was performed in a manner that makes it possible for analysis (Steyn et al., 1994: 219) .
DATA ANALYSIS AND DISCUSSION
The trend of farm credit to GDP over the years is analyzed. Furthermore, credit received by the smallholder farmers is compared to that accessed by large-scale commercial farmers and the private sector. The proportion of smallholder credit to GDP is also analyzed.
Ratio of Total Farm Credit to GDP
The period 1986 to 1992 was characterized by a relatively high proportion of farm credit to GDP (Table 1) The plunge of farm credit to GDP that started in 1993 could be partly attributed to the increased political uncertainty, which resulted in a decrease in the confidence level of the agricultural sector 4 . Figure 2 shows the trend of the ratio of smallholder farm credit to GDP. Before 1992, the ratio of smallholder farm credit to GDP was a small fraction below 6 percent. After 1992, the ratio nose-dived and barely breached the 1 percent mark as a proportion of GDP. This trend is attributed to low risk appetite by lenders to smallholder farmers which stagnated credit supply to the sector. During the same period, GDP growth was being recorded. This resulted in the reported downward trend in the relationship between smallholder farm credit and GDP. 
Ratio of Smallholder Farm Credit to GDP

The Trend of Smallholder Credit and Commercial Farm Credit
A comparative analysis of total credit extended to smallholder farmers relative to that extended to commercial farmers (Figure 3 ) reveals that smallholder farmers receive far lower credit than their commercial counterparts. The smallholder credit supply lagged behind the commercial farming sector over the period under review. While credit to the large-scale sector shows an upward trend, credit to the smallholder sector has remained stagnant. The gap has continued to widen since 1986 with no sign that the two will ever converge. This is despite the complementary role the two subsectors should be playing in the attempt to alleviate hunger, poverty, and unemployment in South Africa. For example, the formal agricultural sector employs about 700,000 workers, including seasonal and contract, while the smallholder sector provides full-time employment to at least one million households (South Africa, Department of Agriculture, Forestry and Fisheries, 2010: 20). It is for this reason that the economic contribution of the smallholder farmers cannot be underestimated. The ability of commercial farmers to negotiate credit explains this trend. Commercial farmers have collateral required by lenders, superior farming skills, and technical know-how. It is because of lack of these attributes that smallholder farmers have received far less credit than commercial farmers. 
Trends in Smallholder Credit to Total Domestic Private Sector Credit
The ratio has continuously declined over the years indicating that smallholder farmers have had less access to credit than the domestic private sector (Figure 4) . Similar results have been observed (Figure 1 ) on the total farm debt to total credit, excluding public sector credit. Clearly, it is seen from the above analysis that the amount of credit granted to smallholder farmers remained subdued in spite of a supportive interest rate regime. Ordinarily, it is expected that when interest rates fall, the propensity to borrow increases, ceteris paribus. That position is not evident here (Figure 4 ). Total farm credit has remained a small proportion of the total domestic credit. In particular, credit to the smallholder sector has been very low during the period under review. Generally, the decline in lending rates, from 22 percent in 1998 to 12 percent in 2009, did not result in an increase in the supply of credit to smallholder farmers ( Figure 5 ). However, it is noted that the years between 2004 and 2006 recorded an upswing in the supply of credit to the agricultural sector. This temporary shock was attributed to the positive real interest rates, suggesting that banks were willing to extent credit having been stimulated by the positive real returns. In particular, the real interest rate in 2004 was 10 percent when the inflation rate was 1 percent. 
CONCLUSION
The performance of smallholder farmers in South Africa has lagged behind the global reality and still falls below that of commercial farmers and the non-farm private sector. This situation is expected to continue in the future. Among other challenges, a lack of access to external financing, such as bank and other forms of credit, has been cited as one of the reasons for the poor performance. The aim of this paper was to track the trends in the supply of credit to the smallholder farming sector for the period 1986-2009.
Results of this research show that apart from the Department of Agriculture, Forestry and Fisheries, cooperatives and private individuals, credit providers, such as commercial banks, prefer lending to commercial farmers and the non-farm private sector because they are able to demonstrate viability and offer collateral. On the other hand, smallholder farmers generally lack these attributes and are deemed high risk. They are therefore unattractive to lenders. The results drawn from this analysis confirm what previous studies have reported. Although the Land Bank's mandate is to finance agriculture, its role in financing smallholder farmers still remains thin. The low credit extended to smallholder farmers is evident in the ratio of smallholder credit to total domestic private sector credit, which was found to be around 1 percent but below 2 percent. Similarly, the proportion of smallholder credit to commercial farm credit has remained constrained. The ratio of smallholder credit has been below 1 percent of GDP since 1992.
For South Africa to benefit from the potential of this financially marginalized agricultural sector, more financial support should be channeled to smallholder farmers. This will make it possible for the farmers to finance their requirements such as seed, farm equipment, and human capital development. With full government support through extension services, smallholder farmers have the potential to grow to become self-financing enterprises, contributing to the national reserves and the fiscus. It is also recommended that commercial banks be creative and develop credit products that are tailor-made for the smallholder farmers as derivative instruments are to corporate clients and commercial farmers.
It is clear from the results of this research that smallholder farmers receive the lowest amount of credit. The contribution of this paper is to inform policy in order to develop financial products that increase the amount of credit to smallholder farmers. The majority of South African youth are unemployed, poverty levels are escalating and the non-farm private sector is over-burdened with pressure to create employment. With increased access to credit, smallholder farmers have a role to play in ameliorating this situation. Based on the results of this research, it could be concluded that, despite the potential that smallholder farmers have to contribute to family income and national accounts, lending institutions are not committing themselves to financing smallholder farmers to levels where the smallholder farmers can improve output. This research was limited to the trends in the amount of credit to smallholder farmers. Further research is recommended which will inform commercial banks and other lenders on the management of default risk in portfolios of smallholder farmers in South Africa. 
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